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——VANAGEMENT NOTE 


SALARY 
EVALUATION 


—Up to date, systematic salary evaluation is the accepted best method to 
insure that your salary structure is adequate, equitable and in keeping 
with your industry and the community. 


—It is the method approved by business itself as the most acceptable and 
realistic approach to sound salary determination. 


—lIt reduces the need for pure individual and personal day-to-day de- 
cisions on salaries and salary administration. 


—lt improves employee confidence and relations, as the fairness of the 
method is readily accepted by your personnel. 


Ask your business friends, whose companies have Salary Evaluation, 
what it has done for them. 


It deserves your investigation 





J. EDGAR DION 


CONSULTING MANAGEMENT ENGINEERS 


4643 SHERBROOKE STREET WEST — MONTREAL 6, CANADA 
GLENVIEW 1428 


Your inquiries are invited—No obligation naturally. 
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DESIGN COST ANALYSIS—A GUIDE FOR THE ENGINEER 
By Janae: C Stawa nts cs 8.0 she ie ere bade & os Ee 
James C. Stewart is Chief Cost Analyst at the John Deere Waterloo 
Tractor Works, Waterloo, Iowa. He graduated from the College of 
Commerce of the State University of Iowa in 1942, and became 
associated with Deere and Company at that time. He has served in 
his present position since 1945. 


THE ANALYSIS AND CONTROL OF FACTORY LABOUR COSTS 
Tiemnmer CG, Geistee ooo scce ees ced een cons 


Herbert C. Geisler is Manager of Internal Audits for Landers, Frary 
and Clark of New Britain, Connecticut, and is devoting much of his 
time to the reduction and control of factory labour costs. He 
began his association with this firm in March 1951 as Chief Ac- 
countant. Previously he was associated with Price, Waterhouse 
and Company of New York, and prior to that, was Assistant 
Treasurer of Knapp Mills Inc. of New York City. He received his 
B.B.A. Degree in the evening division of Pace College and had an 
outstanding scholastic record in Accounting and Business Law. 
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A member of P.A. Management Consultants Limited of Toronto, 
Mr. Fogg graduated from Oxford University, and after service in 
the Royal Navy, entered industry. Subsequently, he became Man- 
agement Consultant in England, and two years ago came to Canada 
to join an associate company of his English one. 
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Editorial Comment .. . 


UNIFORM TERMINOLOGY 


The March 1955 issue of “The Journal of Accountancy” contains 
the official release of Accounting Terminology Bulletin Number 2 pre- 
pared by the Committee on Terminology of the American Institute of 
Accountants. 

This bulletin deals with the terms Revenue, Income, Profit, and 
Earnings. The Committee expresses in the bulletin regret about the 
lack of uniformity found in practice which “is unfortunate and 
confusing.” 

The bulletin recommends that the term “Proceeds” be not ordi- 
narily used as a caption in the principal financial statements; “Revenue” 
is described as a gross concept comprising the results from the sale of 
goods and the rendering of services including gains from the sale or 
exchange of assets (other than stock in trade), interest and dividends 
earned on investments, but excluding amounts received from loans, 
owners’ investments, and collections of receivables. A wider use of the 
term in the described meaning is recommended. 

The terms “Net Income” or “Net Profits” could describe the net 
result of all operations but before deducting dividends or comparable 
withdrawals. The Committee recommends that wherever “income” or 
“profit” is used in financial statements, an appropriate qualifying ad- 
jective should precede these terms. 

Concerning the terms “Earnings”, the Committee does not arrive 
at a definite suggestion but is merely “hopeful” that eventually one 
single term will be uniformly used “to designate the net results of 
business operations.” ‘The Committee went even so far as to making 
no recommendation for a preference between “Earnings” and “Net 
Income”. 

The terms dealt with by this terminology bulletin are equally 
applicable in Canada and we can only hope that the recommendations 
of the Committee be followed as widely as possible in Canada. It may 
be expected that the Canadian Institute of Chartered Accountants in its 
Accounting Terminology now in the stage of preparation will arrive at 
recommendations generally in line with those adopted by the American 
Institute of Accountants. 

It is gratifying to see concerted efforts in the direction of making 
accounting statements more meaningful by eliminating ambiguity from 
the terminology used. As the editorial in the quoted issue of “The 
Journal of Accountancy” says, “the pronouncements of the committee 
on terminology are, of course, not mandatory.” Nevertheless, the in- 
fluence of this strong body of professional accountants will be felt as it 
will help the accountant looking for the right expression in making the 
correct choice between alternatives at his disposal. 
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EDITORIAL 


Although this clarification of terminology is only in its beginning 
in the field of general accounting, it can be stated without exaggeration 
that in the field of cost accounting not even beginnings are noticeable. 
One has only to read one of the most recent textbooks, e.g., Matz, Curry 
and Frank’s “Cost Accounting” in order to realize how indefinite the 
usage of terms in our chosen field still is. As witness the quote from 
the mentioned text: 


“The differential cost concept is often named marginal cost or 
incremental cost.” 


And a little further in the text, 


“The term marginal cost should not be confused with the newly 
created term “Marginal costing”. This latter term connotes a costing 
procedure that disregards the allocation of fixed expenses to all units 
produced. It has more appropriately been termed “direct costing”... ” 


This is only an example chosen at random. It would not be diffi- 
cult to present a whole string of ambiguous and confusing terms, par- 
ticularly in the field of standard cost variances, or in the description of 
different standard costs, e.g., basic, ideal, bogey, ete. 


The lack of uniformity in the use of cost terms detracts from the 
usefulness of cost statements for the layman, who has no chance of 
determining what meaning should be given to the term used, until a 
uniform terminology has been arrived at. It would appear therefore, 
that there is a need for the representative bodies of industrial account- 
ants to assume the responsibility of clarifying cost terminology, which 
sometimes confuses even the expert. 





PERSONALS 


Mr. R. Forrest, R.I.A., has been appointed the President and 
General Manager of Edmonton Cold Storage Limited. 
Mr. Claude F. Wilson, formerly of Atlas Steels Ltd., Welland, has 


recently taken up the duties of Accountant Office Manager for Scripto 
of Canada Limited in Toronto. 





PAYNE, PATTON & PUGSLEY 


Gordon S. J. Payne, C.A. Donald R. Patton, C.A. 
Philip T. R. Pugsley, C.A. 


Suite 14, The Linton, 
1509 Stierbrooke St. West Montreal, Que. 
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Did her first problem on a 
MARCHANT calculator at 10 a.m.... 
running it like an old hand by noon 


No wonder the office manager is happy. He’s fully-automatic 
found that anyone—with brief instruction—can . Fs irnenorad 
turn out fast, accurate figurework with a 

MARCHANT calculator. 

+ Call the local MARCHANT MAN. He'll 
be happy to show—by a time-test run on 
your own figurework —that for simplicity 
of operation... for guaranteed 
accuracy... for time saving... 


Any way you figure—IT’S MARCHANT! 


MARCHANT sess 





 calaetpetleet aioe tenteakenintenienieateatententen 

| Find out how a MARCHANT calculator will help no your 

| figurework costs and lighten your figuring burden. Mail | 

| this coupon with your business letterhead for free... +7 | I 
] Index to Modern Figuring by Marchant Methods. . 0 | 

} Descriptive literature on Marchant Calculators . . - O | 


MARCHANT CALCULATORS, LIMITED, TORONTO 2B, CANADA 
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C& M Round-Up... 


By N. R. Barroor, R.I.A. 


50 Years Ago Labour Gazette 

The ten hour day was common although 9 hours was fairly preva- 
lent in Ontario. 

Bricklayers earned from $2.00 to $4.00 per day. 

General industrial conditions were termed “exceptionally buoyant”. 

During December of 1904, 1,317 immigrants arrived from the British 
Isles. 1,289 from the United States, and 1,062 from other areas. 

Seven industrial disputes were registered with the Department of 
Labour in January of 1905. 

The lost time during the month due to such disputes was 2,775 
working days. 

During 1904 the conciliation services of the Department of Labour 
were requested on four occasions. 

British Columbia Financial Post 

Here are some recent and interesting facts about this west coast 
Province: 

1,869 new companies were formed in 1954, with an authorized 
capitalization of 117 millions. 

A 55% post war population jump has helped create 150,000 new 
jobs—1954 population 1,266,000. 

Value of mine production .156 millions, agriculture 145 millions, 
fish harvest at 72 millions, forests yielded 527 millions. 

Capital expenditures in 1954 were 405 millions. 97 millions were 
spent on repairs and maintenance, and building construction amounted 
to 262 millions. 

During 1954 B.C. exported 681 millions, and imported 340 millions 
of merchandise. 

Power consumption has almost doubled from 2.8 billions K.W.H. in 
1945 to 5.2 in 1955. 

The economic biceps of B.C. are literally bulging. 

Electronics in the Office Management Methods 

Here is what you should know about the use of electronics in your 
office: 

It will take a company not less than 24 months to prepare itself for 
automatic data processing equipment. This does not include lead time 
for machine delivery. 

Virtually any firm employing more than 100 clerical workers is ripe 
for some form of electronic data processing. 

The price of electronic equipment is consistent with the ability to 
provide a proper rate of return; for example, a 1 million dollar com- 
puter system will pay for itself in four years, if it only replaces 50 
employees. 

Lower prices, special purpose machines are already in actual use. 
Newer equipment is coming out fast. 
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The fear of obsolescence need not deter you from purchasing pres- 
ent day equipment. Earlier computers are still in profitable operation. 


Capital Investment—1955 Financial Post 
As the year shapes up it now appears that 5,808 millions will be 
spent on construction machinery and equipment. This total was 5,498 
millions in 1954 and 5,841 millions in 1953. 
Here are the 1955 details: 


Agriculture and fishing 395 millions 
I 59h Soil ore' a value ou Fat 41 millions 
Mining oil, quarries eet Te ss 
Manufacturing .......... oe .aseecvs O27 millions 
Unit £8 5 Gar are ee 1,110 millions 
ile) | a er re ae 48 millions 
Housing .... wormiees a rieekeqewhtes 1,283 millions 
Retail, ae van Pins a 0 Vitheivee = 
Finance insurance, real estate ........ ... 121 millions 
Commercial services ............... 108 millions 
Institutional services ee 393 millions 
Government Seidieecee aihates . 822 millions 
Total construction 1955 ............ .... 4,064 millions 
Total machinery and equipment ....... . 1,744 millions 


Bank of Canada 

Interesting facts from the annual report of the Bank of Canada for 
1954 are: 

Staff of the bank—729. 

Total Canadian deposit liabilities in Chartered Banks, 9,481 
millions. 

Loan commitments on some 17,000 housing units (a new field) 160 
millions. 

Loans of all types declined by 11%. 

Although industrial and instalment Finance Company loans de- 
clined sharply personal loans were up 43%. 

Total general public holdings of currency, bank deposits, and Gov- 
ernment of Canada securities was 18,864 millions, made up as follows: 


Currency (notes and —_ RR Atha eee 1,458 millions 
Bank deposits ........ ne ree 8,609 millions 
Government of Canada securities ... . 8,717 millions 


During the year the Bank issued new bonds to the value of 3,400 
million and retired 3,755 millions. 

Net earnings of the Bank in 1954 after providing for contingencies 
and reserves were $51,877,399 compared to $47,592,807 the year before. 


For Your Comfort Financial Post 
Home owners in Canada will spend in the next ten years on 
comfort: 


122 














Cc. & M. ROUND-UP 


650 millions for heating and plumbing equipment for 1 million new 
homes. 
300 millions for heating and plumbing in rural areas. 
34 millions for new and modernized bathrooms. 
15 millions for modernizing kitchens. 
30 millions for new heating equipment. 
210 millions for oil burners and controls. 
Asbestos 
Did you know that in 1954: 
966,900 tons were produced in Canada. 
This tonnage was worth 93 millions. 
90% of the mineral comes from Quebec. 
60% of the world market is supplied by Canada. 
95% of Canadian production was exported. 
The United States is our biggest customer. 


Financial Post 


Nickel 
Everyone knows that Canada is the prime producer of nickel, but 


did you know that: 

Of 390 million pounds of nickel smelted by the free world in 1954, 
320 million pounds, or 82.1% came from Canada. 

275 million pounds were produced by one concern in the Sudbury 
area of Ontario. 





~CMDSTST BA 
WY DANK 


TO 2 MILLION CANADIANS 
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Bank or MonrTREAL 


WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 
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XEEP COSTS | 
DOWN! 


CHED 

UNDERWOOD SAMAS PUN 

CARD ACCOUNTING ACTUALLY 
LOWERS COSTS WHILE 

SPEEDING UP YOUR OPERATIONS 





The smaller size of Underwood Samas 21 and 40 column punched cards 
makes them easier to handle. The correspondingly more compact 
Underwood Samas machines and small, low cost cards take up less space. 
And in a matter of hours you can have detailed reports on: accounts 
receivable, accounts payable, inventory control, sales analysis, labour 
distribution, cost accounting, production control, expense distribution, 
billing, statistics and market research. 


Methods ENGINEERED to fit YOUR Needs 


1. Experienced technicians study your present methods, 


2. The economies and other advantages of mechaniza- 
tion are determined. 


3. Cards and forms are worked out. 

4. The right machines are specified. 

5. A complete proposal is submitted. 

You know in advance of installation how an Underwood Samas 
Punched Card System will cut your cost of operations. 


Write or phone for further information. 


SAMAS PUNCHED CARD DIVISION 
Underwood Limited 


TORONTO 41, ONTABIO 











354 VICTORIA STREET, 







































Books in Review... 


“THE PRACTICE OF MANAGEMENT” 


by Peter F. Drucker; published by Harper & Brothers Publishers, New 
York, 1954; p.p. 392 with selected bibliography and index; price $5.00. 
Reviewed by Greorce Mo ter, D.Jur., C.A., R.I.A., Hamilton 

The author is Professor of Management in the Graduate School of 
Business at New York University; he acquired a wealth of experience in 
advising corporations on business policy and management. The under- 
title of the volume, “A Study of the Most Important Function in 
American Society” links the new work with the author’s earlier books 
“Concept of the Corporation” and “The New Society”. Readers of 
professional and business magazines know the author from his articles 
in Dun’s Review and Modern Industry, Harpers, and many others. 

From an introductory chapter on “The Role of Management” 
pictured as the dynamic element in every business, Drucker embarks on 
a concise discussion of the jobs of management, claiming that “manage- 
ment is the least known and least understood of our basic institutions.” 
In this chapter, the three parts of the book are defined as “Manage- 
ment’s First Job is Managing a Business”; secondly, “Managing Man- 
agers’; and third, “Managing Worker and Work”. From the very 
indicative titles of the chapters listed in the Contents, I pick the follow- 
ing ones in order to illustrate the main problems discused: 

What is Our Business—And What Should It Be? 

Today’s Decisions for Tomorrow’s Results 

The Spirit of an Organization 

Developing Managers 

The Structure of Management 

Employing the Whole Man 

Human Organization for Peak Performance 

The Manager of Tomorrow 

Making Decisions 

This enumeration is neither exhausting nor complete. Several 
chapters are devoted to case studies as, e.g., The Sears Story, The Ford 
Story, The I.B.M. Story—all very illuminating illustrations of the 
author’s findings on actual developments. 

I don’t think it is exaggerated to state that anyone interested or 
active in management can go through this book without finding numer- 
ous statements which are applicable to his own position and situation. 

The author endeavours to develop a new concept of the nature of 
the manager’s job and its relation to the enterprise and to society. 

In his dealings with the fallacy of the one-man chief executive, 
Drucker claims “that the chief executive be a team.” He himself thinks 
that this statement will be considered rank fallacy but he proves that 
the most successful managements of the United States always organize 
the chief executive as a team. According to the author, the one-man 
executive is no longer capable of making decisions he is supposed to 
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make. Although there is usually still someone called a “chief executive 
officer”, the job is actually discharged by a group working as a team. 
Drucker claims that every case of business growth “is an achievement of 
at least two, and often three, men working together.” Successful small 
companies are commonly run by a two-man or three-man team (typic- 
ally, the company’s president and sales manager, and the treasurer), 
who together discharge the functions of “chief executive officer”. This 
is a most interesting observation and will lead to much soul searching. 

The author’s explanation of the seeming contradiction in the trends 
to decentralization and centralized control is very elucidating. He 
defines “federal decentralization” as “organization by autonomous 
product business” and states that this form is fast becoming the norm for 
the larger company (Ford, Chrysler, General Motors, General Electric, 
Westinghouse, and also major chemical companies). In the chapter on 
“The Manager and His Work”, Drucker states that the manager, in the 
first place, sets objectives; secondly, organizes; thirdly, motivates and 
communicates; fourthly, measures performance; and finally, develops 
people. 

He comes to the conclusion that it does not require a genius, nor 
special talent, to be a manager. Being a manager is neither an art nor 
intuition. 


INDUSTRIAL ACCOUNTANT’S HANDBOOK 


Edited by Wyman P. Fiske and John A. Beckett; published by Prentice- 
Hall, Inc., New York, 1954; pp. 1041 and index; price $13.50 U.S. 


Reviewed by Greorce Mo.ter, D.Jur., C.A., R.LA., Hamilton 


The preface to this handbook, which is the first one devoted directly 
to the industrial accountant’s needs, states that it is the purpose of this 
hook “to place before the American executive and those who assist him, 
a complete picture of the uses and limitations of accounting to increase 
his awareness of the value of business data and his understanding of the 
art of their use.” 

This volume, divided into twenty-five distinct articles written by 
contributors who are well known from their previous writings in the 
leading publications in the accounting and management field, covers not 
only strictly cost accounting problems and areas, but includes chapters 
on the Organization for Industrial Accounting as well as Control of 
Operations and Investment, Forecasting and Planning, in contrast to 
another chapter on Budgeting and Budgetary Control. 

The mere listing of these chapter headings shows that the manage- 
ment accountancy field has been included in the scope of the volume. 

In the first chapter, Basic Concepts in Industrial Accounting con- 
tributed by Professor Nickerson of Harvard University, industrial 
accounting is defined as an area of accounting that “involves the pre- 
determination, accumulation, recording, allocation, reporting analysis, 
and interpretation of manufacturing costs, administrative costs, and 
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distribution costs.” Its aspects are designed to meet some need in the 
conduct of business. It is concerned with the dynamics of business. 

Although it may be unfair to the excellent contributions and con- 
tributors on general areas of cost accounting like the chapter on Cost 
Systems or Standard Costs in the Accounts, this reviewer wants to men- 
tion certain chapters in the volume which cover areas of more recent 
significant developments, specifically: The chapter on Machines for 
Accounting provides a listing of the factors in selection of equipment, a 
description of the functional application of equipment supported by a 
table on “Some Machine Applications By Types of Work Involved”. 

A chapter on Form Design and Control with a table on “Alternative 
Methods of Reproduction” provides valuable information for the in- 
dustrial accountant who has no systems manager in his organization to 
whom to refer form problems. 

It is very encouraging to see that the scope of the industrial 
accountant’s interest includes forecasting general business conditions, a 
field usually considered the exclusive preserve of the economist, al- 
though extremely important in the integration of the accountant’s work 
and in the over-ail planning of top management. The chapter on Fore- 
casting and Planning is contributed by Frank D. Newbury, Assistant 
Secretary of Defence, and formerly Vice-President of the Westinghouse 
Electric Corporation. 

The father of LIFO, Maurice E. Peloubet, contributed a chapter on 
“Inventory Values and Profit Measurement”, presenting very interesting 
tables on the computation of LIFO retail inventory valuations. Peloubet 
says in the chapter that “it is obvious that one must decide on the 
relative importance of the balance sheet and the profit and loss state- 
ment before deciding on an inventory method . . . It is a comparatively 
simple task to adjust the balance sheet by the use of reserves, whereas 
it is difficult, if not impossible, to adjust the cost of goods sold satis- 
factorily.” Tables on “Comparison of Various Inventory Methods in a 
Rising and Falling Market” are excellent illustrations of the problems 
under review. Even-hedging is concisely explained. 

One of the editors, Wyman P. Fiske, a management consultant from 
New York, wrote the chapter on Control of Operations and Investment. 
In the discussion of the analysis of cost variances, reference is made to a 
preliminary draft of N.A.C.A. Variance Analysis Research Report show- 
ing that the volume is really up to date on the most recent publications 
in the accounting field. 

The high level of the new handbook is proven by the inclusion of 
a chapter on Pricing Policies contributed by the acknowledged authority 
in this field, Joel Dean, management consultant from New York, who 
teaches in the Graduate School of Business of Columbia University. 
Dean’s contributions are well known from such leading magazines like 
The Harvard Business Review. Costs do not necessarily determine 
prices. Dean states that “in most situations the cost plus pricing method 
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is not the best attack on the pricing problem” because it ignores demand, 
fails to adequately reflect competition; current full cost depends on the 
price charged; “normal” full cost is also affected by the price of the 
product and product costs cannot usually be precisely determined be- 
cause of the arbitrary nature of allocation of common costs in a multiple 
product firm. In the reviewer’s opinion, no management accountant can 
read this chapter without improving his insight into the complex 
relationships which govern pricing. 

Internal check and audit are also covered in a chapter contributed 
by John B. Thurston, a founder and first President of the Institute of 
Internal Auditors. It is helpful to find in this chapter a full discussion 
of the “internal check” principle, usually only discussed in special works 
for auditors or on auditing. 

It will take considerable time before a similar publication will 
surpass this one but the time will come when the industrial accountant 
will look for a book, the index of which will contain the reference terms 
of “Integrated Data Processing” or “Operations Research”, which is not 
the case with the index of the handbook reviewed. 





Employers! 


Over 700,000 men and women and their 
families throughout Canada and the United 
States are protected by the Group life and pen- 
sion plans of the SUN LIFE ASSURANCE 
COMPANY OF CANADA. The SUN LIFE 
is among the pioneers of Group insurance, and 
has always maintained a leading position on 
this continent for volume of business, attractive- 
ness of plans, and efficiency of service. 
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Design Cost Analysis— 
A Guide for the Engineer... 


By James C, STEwart, 
Chief Cost Analyst, 
John Deere Waterloo Tractor Works, Waterloo, Towa. 


This is a procedural article describing the method by which the engineer 

and cost analyst work together to build up estimated costs of new designs. 

This is done by using cost information to select the most economical 

design, and to determine if the potential profits will justify the develop- 

ment and investment costs. 
fies problem of a designing engineer is to create a product for which 

there is a demand, and one which can be produced at a cost that will 
permit the sale of the product at a price consumers are willing to pay. 
The engineer must not only provide a design which functions properly, 
but he must be constantly on the alert to use the designs which are most 
economical to manufacture. 


Accurately prepared cost information made available to the engi- 
neer as promptly as possible, is the goal of our cost analysis group. This 
information provides the engineer with a comparison of the cost of his 
proposal, and the item it is to replace, or the closest comparable item 
being manufactured or both. The information is prepared by persons 
expert in certain fields who spend their entire time reviewing design 
proposals. It is prepared by individual parts and by groups of parts 
which represent an entire change or section of a change. This early 
presentation of cost data to the engineer permits prompt replacing of 
costly items with lower priced ones, and the revision of related parts 
where necessary to incorporate these changes. 


The engineer receives not only cost information but recommenda- 
tions for modifications which will simplify manufacture. The earlier 
needed changes are noted, the more simple it is to incorporate them in 
experimental models and production tooling. 


In addition to aid given the engineer, the management is able to 
know what its cost will be before they give their approval to a project. 
This, plus data from the sales department on anticipated sales and 
market price, gives to management the best of information on which to 
base their decisions. All the way from the individual engineer to the 
top members of management, adequate, accurate cost information pays 
big dividends when it is provided before equipment is purchased and 
manufacture started. 


Securing Information for Analysis 


Regardless of the scope of the project to be worked on, the pro- 
cedure followed is similar in its steps. The design is prepared by the 
engineer with the aid of draftsmen and specification clerks, and pre- 
sented to the cost analysts who, in turn, review it and decide what pro- 
cedure will be used to secure the cost of each item. 
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At this time the specifications of the proposed change are reviewed 
to see that they are complete and that the costs, when compiled, will 
present the comparison that is desired. Frequently, an engineer will 
have in mind what he wants, but does not express himself properly to 
secure it, or, because of his relatively infrequent use of costs, he will be 
unaware of things which may enter to distort an answer. For example, 
he may ask to have the cost of a design compiled, expecting to compare 
it with another cost prepared at a different time. He may not realize 
that, in the older cost, it was planned to use equipment which has since 
been discarded, or quotations which have become obsolete, or which 
may include parts not related to the current proposal. After this review 
of the proposal, forms are then set up to secure quotations on items to 
be purchased, and estimates of costs to produce the individual parts, 
both in the grey iron foundry and the machine shop. 

If the design proposal has reached the stage where the Purchasing 
Department may be called upon to buy the part in the near future, quo- 
tations are secured through the Purchasing Department on major items 
and on all parts. In addition to providing the most accurate possible 
cost, the Purchasing Department is able to determine in advance of the 
time they must place orders, which supplier will be the most economical 
one to buy from. If this information were not available, in many 
instances orders would have to be placed and supplier’s equipment 
purchased, in order to meet production deadlines without the benefit of 
knowing who would quote the lowest price. More important than this 
from the engineer’s standpoint, are the comments received from the 
suppliers which may give information such as that the proposed material 
cannot be secured, that certain tolerances cannot be held except at extra 
cost, or that an almost identical part is standard whereas our part would 
be special and, as such, would carry a much higher price. 

Upon receipt by the Foundry of a request for cost, the blueprint of 
the proposed part is reviewed by-a pattern layout specialist. He notes 
how the part would be made, where the parting line would be, where 
cores would be necessary, what, if any, existing equipment could be 
used, whether the part should be molded in green sand, or in dry sand 
cores, or a combination. From this come three things—(1) the type and 
cost of equipment to be used, (2) recommendations for modifications to 
simplify foundry operations or reduce equipment cost and (3) a com- 
plete pattern layout from which to order equipment when the design is 
approved. 

From this equipment and process lineup, another estimator then 
compiles the cost of that particular individual casting as shown in 
Exhibit I, based on costs for similar parts. He also provides a com- 
parable cost of the part to be replaced. Both he and the layout man 
work constantly with men in the operating departments of the foundry, 
and consult with them on features which are so special as to require the 
advice of an expert pattern maker, core maker or molder. 
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FOUNDRY INDIVIDUAL CASTING COST 
Part No. K 80 speneent 
XK 90 (Proposed) * Name Front Wheel Hub Date 5=5=54 
tastings 2 Type Number 2 unit Material JDM 200 Foundry 
per 2 of Number 2 unit Spec 
Mold Equipment Cost per 
100 
pieces 
METAL AND MELTING COST 
Rough 18,00 Gates & 4.00 Iron 
fasting 16,00 1b, # Sprue per 4.00 1b. = per 22,00 
Weight Casting Casting 20,00 
Gross Wt. 22,88 Melting 
» Firy 4 % = iron per 21,00 lb. x Cost per $1.00 2 22,88 
Scrap 5 Casting 100 lbs. 21,00 
18,00 
Rough Casting Weight lb, x Metal Cost per 100 1b. $ 3,00 2 54.00 
16.00 48,00 
CORE MATERIAL COST 
Core Wt. Gross Core 
per Total Wt, per 
Casting 4.00 lb. ¢ Scrap 10 % wg Casting 1.40 
ene 4 
(Core Dept. Scrap 5 % @ Foundry Scrap 5 &% ) 
Gross Core Wt, per Casting 4.40 1b. x Core Material Cost per 100 1b.$0.50 = 2.20 
LABOUR AND OVERHEAD COST 
Description Labour Add % Total Production 
per 100 for Labour 100 Overhead 
Castings Scrap Castings % 
Core Making 1.95 10 2.15 500 “12901 
Molding 17.10 4 17.78 300 71.12 
19.00 5 19.95 300 79.80 
Milling 2,00 4 2.08 200 6.24 
2,00 5 2,10 200 6.30 
Chipping, 2.93 4 3.05 250 10.68 
and 2.93 5 3.08 250 10.78 
Grinding 
Note: Decreg se in diamete} of hub section reducqs weight and reduces 
t that greensand is ng longer satisfacto 
ress. arate dry bal id core mist be used. Molding incyeased id 
to cover cost of setting core. Scrap increased Hecause of cre, 
Total cost Rough Cost Total Cost $164.92 
per 100 Good| # Casting = per $ 9.17 Her 100 Good $180.98 
Castings Weight 100 lb. $14.31 * Castings 
EXHIBIT I 
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Machining operations and equipment are provided by a crew of 
Methods estimating engineers who are familiar with machine shop 
operation and tool design. These men, like those in the foundry, con- 
stantly consult the foremen who will supervise the making of the part, 
tool designers, and manufacturers of equipment to be used to make the 
part, on features which are unusual or may appear to present a problem. 
Because of the extreme variety of problems which arise, one of the most 
important qualifications for these men is to know whom to consult, 
Within the estimating group, some specialization is followed: one man 
handling mostly sheet metal parts, another gear finishing, another 
assembly problems, and so on. 

From the work of these Methods estimators comes a line up showing 
the machine to be used for each operation in making the part, the 
operation description, the labour cost and the tooling needed. This 
information is compiled on a Unit Part Cost Record on which is later 
summarized all the data relative to that part, as shown in Exhibit II. 
These descriptions and labour prices provide the basis for establishing 
the operation price and routing card used by the factory and cost de- 
partments when the part goes into production. Machine capacity records 
are also compiled from this information, and orders for equipment are 
placed from the list showing what will be needed. 

In addition to these two groups of estimators, the parts are reviewed 
by engineers who specialize in such fields as materials, processing and 
standards, and by a representative of the Metallurgical Department. The 
metallurgist makes recommendations to the engineer and provides heat 
treatment instructions showing the type of furnace to be used, and the 
manner in which the parts are to be loaded into the furnace. This forms 
the basis for the Methods engineers to estimate heat treating costs. 
Suggestions for changes from these men and from the machine shop and 
foundry men, are conveyed directly to the designing engineer so that he 
can start redesigning. A copy of the suggestion remains with the cost 
data. These suggestions are a major factor in educating designers as to 
the most practical designs. 


Analyzing and Summarizing Cost Data 

Upon the return to the cost analyst of quotations from the purchas- 
ing department and estimates from the foundry and machine shop, com- 
parisons are made with the cost of parts which are being replaced or are 
being used for reference. The use of a current part to provide a com- 
parison is most essential, for the engineer cannot hope to recognize 
whether a cost is favorable or not without a yardstick to measure by. 
Glaring differences might show up by themselves, but most items 
warranting attention show up only by comparison. 

Previous to this time, the cost analyst has concerned himself only 
with seeing that the proper items were being compared to give a correct 
answer. In taking the costs provided by the other departments and 
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summarizing them, a step by step analysis is made between the proposed 
part and the one which it replaces. This necessitates comparing blue- 
prints and noting differences in design, then checking to see that these 
are reflected in the costs given. Whenever it appears that the cost is 
substantially different from that justified by the change in the design, 
it is investigated and the results noted so that all who have occasion to 
review the cost can benefit from the investigation. 

If it is found that the estimator or supplier made an error, the error 
is corrected. If it is found that some unusual feature in design caused 
the departure from what was expected, that is noted. If it causes an 
increase in cost, an attempt is made to eliminate the feature. Such an 
item might be the shifting of a drilled hole a slight distance in the pro- 
posed design so that it is so close to another hole that one would have to 
be drilled separately for they could no longer both be drilled at the 
same time on a multiple drill. If the space between the holes could be 
increased, they could both still be secured in the multiple drill. 


If a savings results, an attempt is made to carry out the cost savings 
point into the design of similar parts. An example of this is the savings 
in drilling a long small hole, where machine speeds could be increased 
and tool sharpening delay reduced by using a slightly larger drill for the 
first half of the hole than on the second half, thereby cutting the friction 
between the shank of the drill and the inside of the hole, and permitting 
faster drill speeds. 

It may also be found that an adjustment needs to be made in the 
present prices to provide comparable costs between the designs. Ex- 
amples of this are: (1) A quotation which might incorporate a new 
steel cost which the forger had not yet had an opportunity to incorporate 
in his old price. During certain periods of government control, prices 
of present parts are frozen, while the supplier is at liberty to base new 
quotations on actual costs. (2) The foundry or machine shop might be 
switching processes, and set the proposed part up to make it the new 
way. The present part would be made the same way when the process 
goes into effect, but is still being made the old way. (3) A change might 
have been made on the present part but not be effective in manufactur- 
ing yet, so records of present costs still show the old part. 

After the costs are completed on the individual parts, they are 
summarized on a Composite Cost Sheet as shown in Exhibit III if a 
change in cost is encountered on more than one part. This summary 
may cover the entire change or, in the case of an involved design change, 
a portion of the change only. This summary shows the total of the 
entire change, and permits easy locating of the factors making up the 
total. 

A standardized procedure is used wherever practical to compile the 
cost data, working from detailed operation costs and quotations up to 
complete costs of individual parts, then to costs of a group of parts, and 


134 











DESIGN COST ANALYSIS—A GUIDE FOR THE ENGINEER 


Ill LIemHxa 











































































































O6°LE St°T eseveroUT 
~O1'05 We SLOT 
00°S29'TT | 00°Sz7}00°0SOT] OO’ O0ZT] 00°OOTT] 00°0S | 04°29 96°9L0 07°09 78°SL0 TeVOL 
esueyy ON | Zz esueyd ON Z e ey T 3 y 41d 9 9T X 00°9 
eqn], pue elt] 
- |00°O7T| 2 = |oo°otiz] T "6 YX} iT €8 ¥ (404NQ) SuTszeeg 
TeeumM 4quoly 
- |00°OET] 2 - Joo°ostiz] T €6 wx} iT zw (aeuul) Sup.te08g 
Teoum quory 
- j00°v |e 9 e% MX ON PNAS qnH 
03 /TESUM yWory 
00°SzE |00°0S | 00°SLA4 OO°2T|00°ST | 27 9 T6 3X pnyg qny 
0} TeSUM WOLY 
- |00°0€ {2T 9 Ty Matog qny 
0} TS9eymM QUOT 
OO°OOTTT 100°SLE | 00°Sa}00°00ZT J00°OOTT OL°LTI96°TIE Je | OVSTI78°ézE |z | T 06 wx} T 08 ¥ QnH TeeuM qWoLZ 
00°0S 00°0S$ | == = joo*004 Iz - loo*oor jz | T 68 ux] T 6L Teoum quory 
00°0ST 00°0ST 00°0E }00°9 z | 00°72 100°9 S T 6 4VYX T 9 WW sdupieeg 
quyed quted UQTA T2eeyM quorZ 
00°8 = fe | 008 a | @ | 8 HWX zt ¢ uy | S8uyseog pue city 
UZTA TeeyM quOTZ 
TezoO, STooy “Yoen | “Aapy |*ddng [inogey | “13en Jo [anoqel | “TIen pesn | “ON | PeSsn | “ON 
queud TH pesodoig queseid ruen} | yteq | °uend qed oureN 4ted 
BIOZOEIL OOT 10d 4809 Ks * 
4G-9-S$ 97eC 


JZIHS LSOD ALISOdWOD 








135 











COST AND MANAGEMENT 


finally in some cases to an entire tractor. The use of the same pro- 
cedures by the estimators and cost analysts make it possible for any 
engineer or executive to review any cost detail with a minimum of lost 
time. Making it possible for all engineering personnel to find their 
way through any cost summary is desirable because frequently, there is 
an overlapping of projects between different men, or it becomes neces- 
sary for another engineer to take over a project, or perhaps an executive 
finds it desirable to investigate the report given on a group of parts, and 
seek out the reason for an increase in cost or for the need to purchase 
some item of equipment. 


Types of Costs Prepared 

Three major types of costs are prepared. The most common of these 
is the one prepared at the time a Decision is being proposed to approve 
a change for production. Most of these involve only one or a few parts, 
but occasionally they involve several hundred. In addition to providing 
the engineer with data, the decision cost provides management with their 
basis for final approval before money is spent for equipment, and pro- 
vides a basis to set selling prices in the case of a new item or adjusting 
them in the case of a change. This cost is polished off so to speak by 
seeing that all questions raised by the manufacturing departments are 
answered and that we and our potential suppliers are in agreement as to 
how the part is to be made. Frequently this same design change in an 
earlier stage was covered by a cost comparison or a tractor group cost. 

Another type of cost is the comparison between two or more parts 
or groups of parts. These cost comparisons are made (1) to select the 
most economical design from a group of proposals, (2) to determine if a 
change is economically feasible, and (3) to decide if a project is worthy 
of the cost to develop and test it. 

A third type of cost is the tractor functional group cost, in which the 
tractor is divided into groups based on the function served on the 
tractor, and these are further subdivided into sub-groups as shown in 
Exhibit IV. This plan is used in working with a new tractor, or a major 
revision of a current one. This type of cost permits an overall analysis of 
a tractor by the engineer in a relatively short time, by showing that 
certain sections of the tractor are the ones requiring his attention from 
a cost standpoint. This type of analysis can also be used on a number of 
current tractors to show which groups of each model appear out of line 
with the others, and therefore warrant the initiation of cost reduction 
study. 
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In the event that a group cost is desired on a new model tractor, the 
cost analysts receive copies of orders sent to the experimental shop to 
make experimental parts, and use these orders for securing the costs of 
making the parts on a production basis, As rapidly as the individual 
costs are completed by the cost analysts, they are given to the engineer 
so that he may see how the part compares with the one it replaces, and 
if necessary, make design changes at once in order that the experimental 
parts tested will conform to those to be used in production. These 
individual costs are then returned to the cost analysts to be used in 
building up a summary of a group of the tractor. The summary of each 
group permits the engineering management to review the economics of 
the design almosi as rapidly as it is designed, and helps them follow 
through on the total program and go quickly to the aid of the engineer 
where the cost indicates the need for action. A number of the first 
groups are frequently summarized before detailed design work has been 
started on the last of the tractor. This not only means securing an 
answer sooner but distributes the work more evenly. 

Throughout the tractor are a number of parts which are much more 
costly than they need to be because something has been added to them 
to permit them to serve some other function also. For example, much 
of the machining of a belt pulley casting is done because it also serves as 
a housing for the clutch, a mounting for certain clutch parts, and as one 
of the clutch faces. To adjust for these parts which serve more than one 
purpose, their cost is split among the various groups and a portion of it 
included in the summary of each of the functional groups involved. This 
eliminates the possibility of a group of a proposed tractor appearing 
more economical than on the old tractor just because a portion of it was 
incorporated in a part in another group of the tractor. 

When all the groups are completed and a summary made of the 
entire tractor, the engineering department is then in a position to secure 
from the management their go ahead to start approving the tractor for 
production. Management approval of a project is much easier to secure 
when they can be given production and equipment costs which they 
know have been accurately determined and studied by the engineer 
throughout his entire project. 

The basis for our cost program’s existence is the recognition that the 
most satisfactory product can be designed only if the engineer has ac- 
curate detailed cost information at his fingertips. It is considered that 
best results can be obtained by letting the engineer concentrate on the 
design with the aid of specialized help to review his work, to determine 
its practicability from a cost and production standpoint. 
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The Analysis and Control 
of Factory Labour Costs ... 


By Herpert C. GIESLER, 
Manager, Internal Audits, 
Landers, Frary & Clark, 
New Britain, Conn. 


This article specifies the problems to be met in the analysis and control 
of factory labour costs when piece rate incentives and standard costs are 
employed. Attention is given to the conditions which create variances 

from standards; the necessity of controlling rework operations, and the 

analysis and control tools which may be used when coping with such 

problems. 

| lateinaping accountants are again in strong demand by the manu- 

facturers of our nation. For the past several years, the prime activity 
of every company was to produce, produce and produce the items de- 
manded by its customers, a demand which resulted from the diversion 
of productive facilities from war and defence purposes. These demands 
are now fulfilled to a large extent, and the need for competitive selling 
is again creeping into our economy. During the period of short supply 
which we have experienced, the cost of manufacturing finished goods 
was unfortunately a secondary consideration. Marginal producers 
flourished, laxities were tolerated, and inefficiencies spread to the 
degree that they have become almost a way of life. Now the industrial 
accountant is needed for his analytical abilities to help management in 
its important task to not only halt these wastes, but to reverse the trend 
and effectuate cost reductions. 

The cost of labour is by far the most fertile field for cost reduction. 
While cost reduction is not the prime purpose of this paper, reference to 
and examples of effective reductions will be outlined. The prime pur- 
pose of this manuscript is to present the problems encountered in the 
analysis and control of factory labour costs wherever piece rate incen- 
tives and standard costs are employed. It is not possible to cover other 
wage rate systems as such, but many of the problems discussed are also 
pertinent to other pay systems. 


Establishing the Standard Labour Rate 

In any large corporation where a multiple product line is manu- 
factured, there are thousands of labour operations performed in the 
conversion, fabricating and finishing of the end product. To establish 
the standard labour cost required to complete just one of these products 
involves considerable study, coupled with a predetermined method for 
the manufacture of parts, minor and major sub-assemblies and, of 
course, the final assembly of the various components. Further compli- 
cations arise when labour costs are incurred on piece rate incentives 
requiring a specified grade of labour to perform the necessary opera- 
tion. How then, under such a complex and intricate system of manu- 
facture, does the accountant compare the actual labour input with the 
standards which our estimators have predetermined? 
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To answer this apparently simple question, let us first analyze the 
conditions which create variances from standards under a piece rate 
incentive system: 


1. 


As 
A. 


to Materials: 
Substitute stock, a factor which not only creates a material 
price and usage variance, but also a change in labour price. 


. Poor stock, a factor which gives rise to rework, extra labour 


operations and excessive spoilage. 


to Manufacturing Methods: 


. Technological changes which give rise to changes in output. 


This factor requires careful analysis and occurs in those 
instances where the original method was performed under a 
piece rate which included an element of waiting time, idle 
time or machine cycle time. For example, when a time study 
is made on a particular operation and includes a twenty 
minute machine cycle factor, the single rate which has been 
set by time study is, in fact, a combination rate: one rate for 
actual performance and an additional rate for the waiting 
time. 

If the technological improvement eliminates the machine 
cycle time, then the output is increased, but, this increased 
output is possible because the waiting time element is elimi- 
nated. Here, the rate per unit should be reduced to prevent 
the compounding of the waiting time factor included in the 
original rate. While it is true that no labour price variance 
results from such a change of method, there is on the other 
hand, no benefit of cost reduction accruing to the company 
unless a rate change is effected. 


. Changes in Methods: 


Changes in Methods are to be distinguished from techno- 
logical improvements in that they incorporate such changes 
as flow of work, changes in machine cycles, speeds and feeds, 
conditions under which operations are performed, and 
changes in the materials or supplies with which the operation 
is performed. Methods changes, like technological improve- 
ments, do not ereate a price variance from Standard, but 
unless piece rates are changed to conform with the revised 
method, the cost reduction factor is deferred, and sometimes 
lost to the company as a result of time limitations imposed 
by Union Contracts. These methods changes are of two 
classes, viz, the outright change which is generally authorized 
by the Engineering Department, and the “creeping” change 
which is authorized by the shop foreman and is sometimes 
done by the operator himself. It is the latter type of change 
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which is difficult to recognize, and therefore goes unnoticed 
for a long period of time. 


C. Non-Standard Operations: 

Non-Standard Operations or extra labour operations which 
are performed in addition to those or in place of those pre- 
scribed by the Standards. These operations fall into two 
classifications: operations which are to be done or dis- 
continued in all cases and will ultimately be incorporated 
into the Standards, and those which are performed inter- 
mittently as the result of some abnormal conditions. 


3. As to Labour: 


A. Improper reporting of work performed. This poor reporting 
of labour may be segregated to the following major types: 


(i) Pieces. Since the employees are paid on the number 
of pieces completed during the work period, any error 
in this type of reporting gives rise to not only the over- 
payment of wages, but to a hidden variance in the 
Work In Process Inventory. This shortage is not ordi- 
narily discovered until a physical count is taken of the 
Work in Process Inventory. 


(ii) Product Part Number. If the improper part number is 
reported to timekeeping, the wrong rate will be paid the 
employee and will consequently affect his wages and 
again, the work in process inventory. This type of error 
will cause a variance only to the degree which the 
correct and incorrect piece rates differ, multiplied of 
course by the quantity involved. 


(iii) Operation Performed. If the wrong operation is re- 
ported the variance which results will be the same as 
for the improper part number as discussed above in ii. 


(iv) Rate Per Unit. The rate per unit is generally applied 
and extended by the Timekeeping Department and 
errors will come to light if a careful review of all labour 
tickets is made by the Cost Estimating Department. To 
review all of these rated labour tickets is, however, a 
most time consuming and therefore very expensive pro- 
cedure. It is far more practical to spot check these 
rated labour tickets, or to provide tabulating systems 
which automatically apply labour standards and calcu- 
late variances. The latter procedure is readily accom- 
plished through the use of master cards, and an average 
earnings per hour check can be provided to prevent 
sizeable errors from going unnoticed. For example, the 
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tabulating check throws out labour tickets which exceed 
$3.00 per hour average earnings and a manual check 
can be made of all data to verify its propriety. 

(v) Labour Classification. The proper classification as be- 
tween productive and rework labour is an extremely 
important factor, and is not easily identified in many 
instances. Because this type of poor reporting is com- 
plex, it is hereinafter discussed as a separate item. 


Piece Rate Incentives and Rework 

While it is not the purpose to incorporate cost reduction into this 
manuscript, certain considerations are given as they relate to piece rate 
incentives. Under most piece rate incentives, an employee is paid a 
Special Rate whenever he is taken from his piece rate job for the con- 
venience of the company. This Special Rate may vary, but in many 
cases it is 90% of the employee’s average piece work earnings for a pre- 
ceding period, such as a quarter. While the use of Special Rates should 
be an occasional occurrence, it is often applied indiscriminately, espe- 
cially during times when the labour market is as tight as it has been for 
the past several years. Rework stockpiles are often liquidated under 
Special Rate payments, and since these Special Rates are in effect a 
guaranteed hourly rate, the stockpile liquidates slowly and expensively. 
The alert cost accountant is therefore spending much of his time these 
days reviewing the Special Rate and other Factory Labour practices in 
his own company in an effort to reduce indirect costs. 

With the general method of paying for Rework operations in mind, 
we will now analyze the Rework picture as such, and how it can be so 
classified into the payroll data. Rework may be classified into the 
following types: 

A. That which is rejected at an inspection point, for which reports 

are maintained daily. 

B. That which is rejected during the manufacturing cycle by factory 

supervision without being recorded for statistical purposes. 

C. That which is reworked and reported for pay purposes by 

operators. 

Whenever an inspector rejects work-in-process under a piece rate 
incentive system, it is very necessary that she distinguish the cause for 
the reject on her daily reports, and clearly indicates which rejects are 
the result of poor work by the employee, and which should be con- 
sidered a manufacturing hazard. In order to do this, operator identifi- 
cation must accompany all in-process work to the point of inspection, 
the theory here being that the company will pay operators only for the 
good work performed. The control of quality is extremely important 
under piece work incentives to ensure proper adherence to production 
methods. The lot or unit of work inspected must be entered onto the 
inspector’s report together with the following data: 
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Part number inspected. 

Employee from whom received (preceding operation). 

Lot, unit or production ticket number. 

Number of pieces inspected. 

Number of pieces accepted. 

Causes for rejections and quantities of each type or class of 


SO ert 49 Bit 


To many this may be considered a very comprehensive reporting 
by inspection, but in many instances, this data must be used to evaluate 
the productive labour of a department, or conversely, to assure the 
proper charge to the Rework account. Frequently, the item loses its 
identity as rework in the manufacturing line, especially when a series of 
operations must be performed between the repairing operation and the 
point of reinspection. For example, a plated part or component may be 
rejected for initial poor polish, and the plate must be stripped or 
brushed off. While the stripping or brushing operation could be con- 
trolled as to labour classification, the subsequent replating and rebuffing 
operations may easily be classified to the productive labour account. 
The control of the labour classification may be exercised in one of two 
ways; viz, one or two operators may be assigned to the stripping or 
repolishing operation and the subsequent labour operations adusted on 
the basis of quantities handled by these operators, or the inspection 
report itself may be used as the adjusting basis. The latter method is 
recommended because of its simplicity, and also, since the department 
is already charged with the rework labour it becomes more expedient to 
perform the necessary operations and recoup the productive labour. 


Let us examine for a moment the importance of controlling rework 
as outlined above. The author has seen many instances where the manu- 
facture of rework has been deliberate for the personal gain of un- 
scrupulous employees. This is accomplished by performing only a 
portion of the operation or effort required by the established piece rate, 
obtaining the work after it has been rejected, and performing the 
balance of the operation again as productive labour for the full piece 
rate. In this way, twice the standard is paid for one half the effort! 
Thus, not only is the company paying twice as much as it should, but 
also, to obtain the required production we are using two productive 
employees instead of one! 

To summarize the rework picture the following points are to be 
considered : 

1. Rework classified as productive labour creates inventory vari- 

ances under a Standard Cost system. 

2. Poor operator work is not true rework, and unless controlled, 

will be so classified. 

3. Rework requiring a number of operations to bring the item back 

to the point of rejection is apt to be classified as productive 
labour. 
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4. Under certain conditions it is to the advantage of the operator to 
perform poorly and create rework pools. 
Variance Analysis 

The answer to our earlier question regarding the accountants’ ability 
to analyze variances from Standard under a piece rate incentive system 
is by now apparent. Labour controls which govern labour classification 
and general labour reporting, must be designed and installed. It is 
necessary to use tabulating cards, key sort cards and the like, as a means 
to preticket the containers carrying the work. Other ways and means of 
controlling and analyzing these variances are: 

1. Utilization of inspection data for the purpose of adjusting the 

labour accounts. 

2. Comparison of work handled at each operation in the manu- 

facture of the product. 

3. Constant review of labour tickets to ascertain correct reporting. 

4. Analysis of average hourly earnings by operators for which a 

discussion follows. 

The analysis of average piece work hourly earnings is prepared 
periodically to examine the progress of an employee and also to evaluate 
possible difficulties. While it is true that earnings are limited only by 
an operator’s ability, high earnings are nevertheless investigated, but 
only to enure proper reporting, methods, good work, etc. The difficulty 
lies in trying to convince the employees of this fact! 

While the dollar and cent average hourly earnings for piece work is 
reported in our company on a quarterly basis with comparisons of the 
previous three quarters, these figures are not used as such in analysis 
work. Rather, each employee’s earnings are converted into a percentage 
of his piece work basing rate, a rate which varies in accordance with his 
labour grade. This type of analysis is explained in more detail under 
the analysis and Control Tools covered in a later section of this manu- 
script. 

The basic beginning point in the analysis of high earnings is the 
labour ticket from which the payroll was prepared. All information 
appearing on this ticket is carefully checked, evaluated and analyzed to 
ensure proper reporting of work done, proper application of rates, 
proper extension, and a careful comparison to standard and time study 
data. If this information is correct, a study might be made of the subse- 
quent operations through which this has progressed so as to evaluate 
the reported quantity upon which the rate was applied. Inspection 
reports are checked to determine the quality of performance, and if the 
discrepancy warrants it a physical inventory may be taken of that par- 
ticular part to check performance and reporting. 

Analysis and Control of Labour Costs 

Some of the analysis and control tools which may be used to cope 
with the problems outlined to this point, are presented in exhibits with 
a few brief remarks as to their purpose: 
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A. Average Hourly Earning: 

1. Exhibit I—Schedule of Percentages. Rather than calculate 
the percentage which each piece worker’s hourly average 
earnings are of the piece work basing rate, this schedule is 
used from which to post the percentage figures. There are 
only about 50 calculations required to prepare this schedule 
and is far less time-consuming than calculating the per- 
centages of each of the thousands of employees. 

2. Exhibit II--Summary of Employees’ Percent of Standard, By 
Department. This statement shows the number of employees 
in each department, and the percent of Standard Piece 
Work Basing Rate) at which they are operating. Those in 
both the higher and lower range of percentages are reported 
to departmental foreman, supplying them with all details as 
to employee and his work. Both extremes are reported 
because: 


1. Those in the upper range should be investigated as to the 
propriety of reporting. 

2. Those in lower range are not earning piece rates and there- 
fore require make-up pay, an additional cost which is ex- 
pensive non-productive cost. Probationary periods and the 
like are taken into consideration by the individual foreman. 
While the details for the upper and lower ranges are refer- 
enced to attachments on this exhibit, they are not illustrated 
here. 


B. Count and Labour Classification: 

I. Exhibit [1I]—Operational Comparisons. This schedule is 
prepared from the payroll labour tickets and represents the 
quantities for which piece work operators have been paid. 
It also shows the rework done by operators for poor work in 
the first instance at no charge to the company, the spoiled 
work adjustment, and the net equivalent pieces put into the 
inventory of work in process. A further schedule is main- 
tained whereby the net inventory input is compared weekly, 
so that the liquidation of stockpiles resulting from non- 
operating lines can be accounted for. The long run trend 
would be equal counts at each operation. If not, investiga- 
tion as to labour classification and/or counts is necessary. 


2. Exhibit 1V—-Rework Dollar Pool. Under the theory that 
rejects which have been accumulated at the inspection points 
should be reworked in lots, and the lots maintained intact 
until all operations have been performed to the point of re- 
inspection, this schedule creates a rework dollar pool. The 
standard or estimated cost of reworking this material is cal- 
culated and a comparison made to the actual labour tickets. 
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The debit differences represent only the facts that the re- 
quired rework has not been done, that labour is being im- 
properly classified or, the estimated cost is incorrect due to 
the use of Special Rates, Day rate and the like. 





Continued on Page 150 
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EXHIBIT I 


Schedule of Percentages 
Actual Average Hourly Earnings to 
Piece Work Basing Rates—By Labour Grade 


Labour 
Grade=— 1 2 3 4 5 6 7 8 9 
Piece 
Rate 
Base= $1.08 1.13 1.18 1.24 1.30 1.36 1.44 1:52 1.64 
120% 
125 120% 


130 124 119% 

134 128 123 

139 133 127 120% 

144 137 13] 125 119% 

148 142 136 129 123 

153 146 140 133 127 121% 

157 150 144 137 13] 125 

162 155 148 14] 135 129 122% 

167 159 153 145 138 132 125 

171 164 157 149 142 136 128 122% 

176 168 161 153 146 140 132 125 

18] 173 165 157 150 143 138 128 119% 
185 177 169 161 154 147 139 132 122 
190 181 174 165 158 151] 142 135 125 
194 186 178 169 162 154 146 138 128 
199 190 182 173 165 158 149 141 131] 
204 195 186 177 169 162 153 145 134 
208 199 191 181 173 165 156 148 137 
213 204 195 186 LT 169 160 151 140 
218 208 199 190 181 173 163 155 143 
222 212 203 194 185 176 167 158 146 
227 217 208 198 188 180 170 161 149 
231 221 212 202 192 184 174 164 152 
236 226 216 206 196 188 177 168 155 
241 230 220 210 200 191 181] 171 159 
245 235 225 214 204 195 184 174 162 
250 239 229 218 208 199 188 178 164 
255 243 233 222 211 202 191 181 168 
259 248 237 226 215 206 194 184 171 
264 252 242 230 219 210 198 188 174 
269 257 246 234 223 213 201 19] 177 
273 261 250 238 227 217 205 194 180 
278 265 254 242 231 221 208 197 183 
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Because of space limitations, the above analysis and control type 
schedules are the only ones shown. Others, such as production tickets, 
employee work tickets, inspection data and the like more or less revolve 
around a particular type of problem. 

While I have tried briefly to show the analysis and control of 
factory labour costs in the preceding pages as it pertains to the piece 
work incentive system, many similar problems can be readily visualized 
by those of you who employ other applications of wage payments. Up 
to this point the advantages and disadvantages of piece rate incentives 
has not been discussed, the system was accepted as being and the prob- 
lems of such a system considered. From the problems discussed, the 
following disadvantage of paying piece rates can be surmized: 

1. Complete control over the reporting of labour must be exercised 

over each employee in the plant. 

2. Time study and engineering must exercise greater care in deter- 
mining manufacturing methods, setting of rates, evaluation of 
effort, etc., lest a loose rate be set and cost reductions are not 
realizable. 

3. The human element of clerical errors in timekeeping and pay- 
roll are to be contended with. In some cases where a timekeeper 
applies the wrong rates to a job for several weeks or months 
running, the incorrect rate becomes binding upon the company 
because of Union Contract limitation. 

4. Inspection must assist in controlling the wages of employees by 
properly segregating rejects as between operator and non- 
operator fault. This is not always relished by these people, and 
often they will classify the rejects improperly, knowing that 
unnecessary labour costs will be incurred by the company by 
their acts. No one enjoys cutting a fellow worker’s pay cheque 
—and the “company can afford it!” 

A lot has been said against piece work systems, and while some feel 
that they are expensive to administer and control, there are certain 
advantages to manufacturing supervision which may or may not offset 
the expense of administration. But be that as it may, the analysis and 
control of factory labour costs, regardless of pay incentive systems, is 
essential to good cost accounting records and statements. We account- 
ants can then do a much better job of factual reporting to management. 
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Speed up with the 
10-KEY KEYBOARD 
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Control of Costs 
on the Shop Floor .. . 


By ALAN Foce, 
A member of P.A. Management Consultants Ltd. 
of Toronto. 


The present trend in management is to use a whole new series of tools 
—among them—the electronic computer, pre-determined time standards, 
operations research. However, as a man does not become a craftsman 
by merely buying the tools—but must learn the craft, so management 
must remember that in order to use the new tools effectively, they also 
must master the basic skill of management which is to control. 

HE control of costs is a big subject, and no one will deny that it is 

important. The reason why the majority of executives are em- 
ployed at all is in order to obtain control over costs: it follows that the 
exercise of this control is one of their main responsibilities. 

There are several definitions of control in the dictionaries, so it is 
important to be sure what is meant in this case by the control of costs. 
Any plant could manufacture its products regardless of cost—what is 
often called “production at any cost”. The responsibility of the execu- 
tives is to produce not “at any cost”, but at the lowest possible cost 
which is morally and ethically unobjectionable, and at a lower cost than 
their competitors! To attain this object they use control: by this is 
meant the establishment of planned future costs: after manufacture it 
means the determination of the actual costs, and the comparison of 
these with the planned costs: finally control implies taking the action 
necessary to prevent the recurrence of any deviations from the standard 
costs. 

But it is a matter for regret that the executives’ pre-occupation with 
costs is more often a case of wishful thinking, than one of control. This 
may be because of some shortcomings in the executive—it is very fre- 
quently a defect of his character which leads to this condition; but it 
may also be due to some shortcomings in the data with which he is 
supplied. As an example he might be supplied with plain historical 
costs, and not with control data: this is not a criticism of historical 
costs—rather it is that to attain control, historical costs are not in them- 
selves sufficient data. 

As an example, consider a case which is not that of a manufacturing 
business, nor of any business with a possible existence, but which does 
illustrate the meaning of control. This mythical business operates 
trucks along a highway. The factor which is to be controlled is the 
speed of the trucks at 50 m.p.h., but unfortunately the trucks are not 
fitted with speedometers. The costing department set up a control 
point equipped with the various necessary pieces of apparatus, and 
some 10 miles further along the highway they establish a second control 
point. Every truck is carefully clocked-on and clocked-off, its number 
is recorded, and so forth. Later the records are worked-up, and subse- 
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quently, the results are given to the general manager: this truck went 
at 45 m.p.h.; that truck went at 63 m.p.h.; and so forth. This is 
control. All that the General Manager can do is to exhort some drivers 
to go faster, and some to go slower, but he will be lucky if he obtains 
better results in future. It is important to note that there is a standard 
speed of 50 m.p.h., so that the report of speeds might have been supple- 
mented by showing, for each truck, the variance of actual speed from 
standard speed. It is obvious that the additional data of the variances is 
of no assistance in attaining control. 

The next development in the mythical company is to fit speedom- 
eters to all the trucks. Now the drivers have the means to know whether 
or not they are operating at standard speed, and it is possible for the 
General Manager to demand a certain accuracy of operation from the 
drivers, and hence he can achieve some measure of control. Finally, 
each truck is fitted with a recording clock type of speedometer, and 
from now on there is a permanent record of the behaviour of each truck, 
and the General Manager can exercise full control. 

The example is quite clear in demonstrating the distinction between 
the reporting of accurate data about the speeds, and the control of those 
speeds. It is the same in a manufacturing business: to simple cost 
data must be added the data necessary for control; or better still, the 
cost data should be obtained and presented in such a way that it is of 
value for control. To attain this control, five principles must be 
observed. 


Five Principles of Control 


(1) The Time Lag 

The first principle is that the time lag between the event and the 
report must be the minimum: a report of what happened some time 
ago is of little use, and a report of what is happening now is of far 
greater value. The ideal is a report of what will happen. This principle 
is absolutely clear and completely accepted in other fields, so that it is 
strange to find it overlooked in industry. Consider the military prob- 
lem: no general worries about where the enemy were last week; he is 
very interested in where they are now; and above all he wants to know 
where they intend to be tomorrow. The same outlook is necessary in 
industry: if action is to be taken about excess costs then it is essential 
that the report should be made whilst the facts of the event are still 
fresh in the mind of the responsible supervisor. It is vain to expect 
action to be taken about an event which cannot be recalled. It is in the 
observation of this principle that many controls nowadays are designed 
to operate instantaneously. Such are difficult to devise for labour cost, 
but in the case of machine operations an automatic governor or control 
is well-known, and many industries are entering the automatic era. That 
then is the first principle: to keep the time lag between the event and 
the report really short. 
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(2) The Use of Standards 


The second principle of control is to compare the actual results 
with standard ones. A good example of this is provided by the furnace 
in a home. Years ago the method of controlling comfort at home was 
crude: when Mr. Jones was cold he went and stoked the furnace— 
after an interval he was warm again, but in the interval he shivered. 
But today he establishes a standard temperature for his comfort—it 
might be 70° or 75° ete., and by setting the thermostat at that standard 
temperature he obtains control of his comfort. Whenever the thermo- 
stat records a variance of the actual temperature from standard then the 
furnace operates. Both of the first two principles are to be seen in this 
example: firstly the rapid response, and secondly the comparison of 
actual conditions with standard. Note that Mr. Jones may still have 
his original furnace; all that has been altered is the addition of a control 
mechanism. It would be easy if costs were as amenable to control as the 
room temperature is! 


(3) Measurement of Standards 

What about these standards? Much depends on the type of cost to 
be controlled, but on the shop floor, the relevant costs are those of 
labour, materials, and for various services. For these it is best that 
the standards should be measured; and that is the third principle of 
control—that the standards of comparison should be measured. Prefer- 
ably precise and careful measurement by a Production Engineer, and 
above all practical measurement. The resulting standard will be like 
one of the following:— 

i) For direct labour the standards are measured with a stopwatch, 
and the answer may be in Standard Minutes per article, or in Standard 
Hours per operation, and so on. Note that the answer is in Standard 
Hours and not in actual time: the actual time observed by the Engi- 
neer is modified by an assessment of the effectiveness of the operator. 

ii) For indirect labour the standards will almost certainly vary 
with the level of the direct production: such as x hours of indirect 
labour to support one level of production, and y hours to support 
another level of production, and so on. Such indirect labour standards 
are determined by the Engineer from time-studies and from 
observations. 

iii) Material standards may be measured by the Production Engi- 
neer, though in many cases a non-specialist can obtain them. The 
standard may be for x lb. of metal or for y screws per finished article, or 
for y square feet of covering, or for so many gallons of paint. 

iv.) The standards for services are obtained by similar measure- 
ments, observations and time-studies. The form of the standard varies 
from industry to industry, but it might be x K.W.H. of electric power 
per 100 feet of product, or y B.T.U. per ton annealed, or z lb. of steam 
per gallon of processed product, etc. 
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It is perhaps unnecessary to describe the dangers of negotiated 
standards as compared with measured ones—but the dangers are so 
great, that there can never be too many reminders. These are standards 
set by bargaining, and naturally the strongest bargainer obtains the 
easiest standard. This defect is generally recognized as a danger with 
time standards for direct labour, and the foreman’s brother has tra- 
ditionally had an easy output task. But the danger is not always recog- 
nized in other fields such as material usage, or services, or indirect 
labour: in commodities such as gas, or water: yet a loose standard 
here will encourage inefficiency which could be many times more ex- 
pensive than a similar slackening in the direct labour standards. 

To avoid negotiation over standards does not imply that there 
should not be consultation. A man only gives his whole energies to 
attaining a standard in which he believes. If it is flung at him without 
explanation, or if he is convinced that it is unfair or unrealistic, then 
he will ignore it. 

Another type of standard is the historical one. When measured 
standards are not available, then historical ones are probably the next 
best thing, but they have the defects that they misrepresent the achieve- 
ments of the most efficient members of the organization. Consider the 
simple case of two departments: in the one this year’s costs show a 
reduction of 10% on last year’s; in the other the reduction is only 5%. 
Too often the achievement of the former department is made a matter 
of congratulation, whereas the truth might be that the former depart- 
ment was extremely inefficient last year, and is even now not so good as 
the second one. The inferiority of a measured standard, over any other 
type, is obvious. 


(4) Control at the Origin—Excess Costs 

That is the third principle: what of the fourth? It is that the 
report should be presented at the level at which the control can be 
exercised, so that the necessary remedial action can be taken and that 
the action can be initiated by the agent with the responsibility. It often 
happens that reports are made to a departmental head or to a senior 
executive, and not to the man at the origin of the excess: in the case of 
shop floor excesses, that is the foreman. The foreman must have the 
report as a tool with which to operate. 


(5) Limitation of Responsibility 

The fifth and final principle is that each man from whom action 
is expected should only be held responsible for those items of excess cost 
or variances for which he himself is actually responsible. This is so 
straightforward and simple a conception that it is surprising how often 
it is ignored. If the foreman, Tom Jones, is told that his labour costs 
are too high and that he’ll have to cut them down, then the manager is 
expecting Tom to take action. Follow Tom out of the office and ask his 
opinion: in the recent control period his department has been doing 
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some special experimental work for the design section; the planning 
section has introduced a new schedule of more frequent change-overs, 
leading to extra non-productive work; and so on. Tom asserts that 
these outside influences have put up his costs, and he feels that in 
consequence his own efforts are obscured. Worse still he may be con- 
vinced or just assume that his own work was more than satisfactory, 
whereas in truth it was not. He is not satisfied, nor is he really interested 
in cost reduction. The correct presentation, of course, is to charge the 
experimental work to the design department, and the additional change- 
over time to planning: Tom is then held responsible only for these 
excesses over which he had control. Perhaps the most common offence 
against this simple principle is with overtime which is often set against 
a particular production department, although it may have been author- 
ized at a higher level to meet a special sales request. An equitable basis 
of presentation is essential in order to win the cooperation of the person 
responsible for each aspect of the business. Under these conditions each 
man’s interest can be fostered and stimulated; and out of his interest 
can be drawn executive action. It must also be added that a clearly 
defined organization is a pre-requisite in order to define and identify 
the responsibilities in advance of the control. 


Control Statements 

So much for the five principles of control. How is this control 
attained in practice? The methods are based on the use of daily and 
weekly control statements. The daily statements are received as de- 
tailed reports of the previous day’s operations by the sectional or de- 
partmental heads. In preparing the reports for direct labour, for 
example, the production is evaluated into the standard time required 
to make it, and this is then compared with the actual time taken: the 
comparison of these two times is expressed as an index of performance. 
On the same control statement the reasons for the variations from 
standard time are shown. Each day the sectional head meets his various 
foremen and discusses with each the various excesses for which he is 
responsible: in a very short time after the introduction of this type 
of control, the character of this meeting changes, and the foreman uses 
it to report to the sectional head what action he has already taken to 
correct the excess cost. At this level the variations from the standard 
time are analyzed in three main categories :— 

i) Time lost altogether through breakdowns etc. 

ii) Time lost through ineffective methods of working such as 
incorrect machines, additional operations, non-productive 
work, ete. 

iii) Variations of time due to working faster or slower than the 
standard speed. 

Each day the plant manager receives a brief summary of the daily 
control statements, usually in the form of a series of performance 
indices for the various sections. 
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CONTROL OF COSTS ON THE SHOP FLOOR 


Each week a control statement is presented to the plant manager, 
and shows the cash value of all the variances during the previous week’s 
operations: the purpose of this is both to summarize the data, and to 
emphasize it in the most important language—cash. A summary of the 
weekly statement is presented to the senior executives responsible for 
production. 

In the case of other costs such as indirect labour, or material, a 
similar series of statements are used. Such statements must cover all 
the aspects of the business over which control is required: labour, 
material, services, or any other source of expenditure. 


Integration of Costing and Control Data 


It has been shown that simple historical costs do not in themselves 
enable control: on the other hand, to add a control staff to the already 
complex organization would hardly be economical. The solution to 
this dilemma is to present the costs in such a manner that they give 
control information as well as satisfying the financial requirements. The 
two aspects must be integrated into one procedure: the processing of 
shop-floor reports should be first into control statements: subsequently 
the control statements become the raw material for costing, which is 
simpler and cheaper than re-processing the shop-floor reports for cost 
data. By this means both control and cost-reporting can be attained: 
but it is fundamental that to work in this manner the control data must 
have a high standard of accuracy which will be acceptable in the costing 
department. 

Such, then, is the whole control system operating on the 5 main 
principles. To this must be added a few related comments. 


Maintenance of Control 

Checking control data is essential. It is an unfortunate fact that no 
method of reporting is wholly proof against man’s ingenuity to cir- 
cumvent it. In the same way, man’s determination to be free has always 
defied man’s attempts to make a prison 100% proof against escape: 
and whilst using that simile, it is notable that the weakest part of a 
prison is often the corruptibility of the staff. It is the same with 
reporting in a plant. There is the well-known case of the plant manager 
who proudly demonstrated how the time lost through machine break- 
downs was decreasing year by year. In fact the operators had found 
from bitter experience that there was such a “witch hunt” when they 
did report breakdowns, that for a quiet life they stopped reporting 
them. This illustrates the need for top management to check that the 
reporting system is operating efficiently: it also illustrates the dangers 
of using controls as a rod with which to chastise the staff, instead of 
using them as a tool in a co-operative effort of management. 

There is only one way of combatting man’s ingenuity, and that is 
with another man’s ingenuity. It is like the law-breaker and the police- 
man. So to ensure the continued validity of contro! data it is ultimately 
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COST AND MANAGEMENT 


the responsibility of top management to make occasional personal 
checks on the data. Commonly corruption starts by standards being 
loosened, because of pressure from an interested party; in consequence 
the variances disappear, and everything looks fine. The prudent man- 
ager, therefore, occasionally compares today’s standards with those of a 
year ago, and so on. 


A frequent source of poor results is from failure to obtain control 
over the whole field of manufacture. Sometimes a control is established 
over direct labour, and shows beneficial results: but these results 
could be more than offset by an increase in indirect labour (this can he 
50% or more of the total), which will not be revealed unless there is 
also a control over that. Sometimes the shift may be more subtle, as 
when there might be a reduction in direct labour cost in one department 
as a consequence of control: but there might also be a slight falling- 
off in the quality of the work, leading to an increase in the labour costs 
(or the scrap percentage) in the following department. This case could 
arise, for example, in the stage before the finishing operation of a manu- 
factured article: if the pre-painting operation were skimped, then the 
painting itself would be made more difficult. 


Control, therefore, is only fully effective when it applies to the 
whole of the items of cost. 


The object of management is to control: to control production and 
to control costs. It is this act of attaining control which makes a man- 
ager out of aman. But there is no permanent gain if the control is not 
maintained; and the only way in which there can be this continued 
control is through continued motivation from the highest possible level 
—if the boss is not interested in costs, then no one else in the organiza- 
tion will be. Control, in brief, is a frame of mind which should pervade 
the whole organization. 
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Student Section... 


This is the second of four papers presented by Students at the January 
1955 meeting of the Calgary Chapter. 


A STUDENT'S VIEWPOINT OF ACCOUNTING | AND ACCOUNTING II 
By R. E. A. Locan 


I recall quite vividly when I was making my studies how I felt the need for 
someone to explain to me why we were studying certain things, and I hope that this 
article will be of some help to other students. I now find that these studies gave me 
basic principles or fundamentals, and although I have seen many variations in the 
methods of keeping accounting records, and hundreds of types of presentations of 
Balance Sheets and Profit and Loss statements, they all are built upon these basic 
principles, except where there was motivation for the evasion of income tax. 


I should like to cite you an example that happened only a few days ago. Under 
new regulations of the Internal Revenue Code, U.S.A., it is now permissible for oil 
companies to accrue certain types of costs or expenditures, one provision is for the 
writing off of leases which are known to be worthless but for which the title has not 
been formally surrendered. We were instructed to charge expenses with the value 
of these leases and to set up an “accrued liability” for them. Now these leases were 
long since paid for, and from the principles learned in this course, it seemed obvious 
that this was not an accrued liability but rather a reserve or provision for worthless 
leases. So we pointed this out to Head Office, and much to our pleasure, we were 
advised through the Comptroller’s office, that the Internal Revenue Department had 
reconsidered the matter, and this item should now be presented as a reserve, and as 
such, should be deducted from the Asset Account for Balance Sheet presentation. 
I believe this will show that the principles learned in this course are universally 
recognized. 


I should like to point out what you can look forward to in your Accounting I 
and II Courses. First, there will be the study of double entry accounting which is a 
theory of exchange of value, and necessitates the recording of both value received 
and the value disposed of. Thus, for each transaction, we must have two entries, 
one a debit and one a credit. The debits are always placed on the left side of a 
“T” account and the credits on the right hand side of a “T” account. It has always 
been a source of consolation to me to know that no matter how involved accounting 
can get, and believe me it does, it can always be resolved down to a debit and credit. 
If it is of any consolation to you, I readily admit my confusion in understanding 
these debits and credits when first starting my studies. I felt there was nothing so 
silly or incomprehensible as these debits and credits, and in order to understand 
them, I had to revert everything to the consideration of cash. Should any of you 
have this difficulty, if you try to consider everything as a cash transaction, it may be 
of some help. The main thing is not to despair as you will find that the whole picture 
will suddenly come to light. 


Once we have established what we want to record, we have then to decide where 
to record it and what system to follow, so that there will be a chronological order 
with proper classification of transactions, and a method for division of labour as it 
becomes necessary. It is for these purposes that we have books of original entry such 
as the Journal, Sales Book, Purchase Book, Accounts Receivable and Accounts 
Payable book, and the General Ledger, to mention only a few. 


When we have our subsidiary ledgers posted, we take trial balances of these to 
see that they agree with the control accounts, and we take a trial balance of our 
General Ledger as a basis for preparing the Profit and Loss statement and the Balance 
Sheet. Of course, to prepare our Profit and Loss statement we must know what we 
are trying to establish, and what accounts are to be used to arrive at this, and more 
important, why. The same goes for the Balance Sheet. We must realize it is to show 
the position of an enterprise as at a particular time. Now in this business of account- 
ing, we must keep different types of records for different kinds of ownership, so you 
have accounting for proprietorship, partnerships, and limited liability companies. 
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I have given this sketchy outline for those who are just commencing the course, 
and I think it will appeal to those with a sense of adventure to see how much there 
is to explain in these subjects. I know that you will find both Accounting I and 
Accounting II extremely interesting because they are the meat of this course. If you 
have an opportunity to use this added knowledge in your day work it will, of course, 
be of great advantage to you. 


When I started studying for my R.I.A. degree, the night lectures had not been 
instituted and I took all subjects by correspondence except for an audit of Business 
Management. I can say from this audit that I think lecture courses are by far the 
best, but I also know from experience that it can be done by correspondence. The 
main advantage of lectures as I see it, is that you can usually get an on the spot 
detailed and explicit explanation of a specific point that is bothering you. 


I might mention that I studied and tried to analyze every Balance Sheet and 
Profit and Loss Statement I could obtain, and found this practice both interesting and 
helpful. They are easily obtained from brokerage houses, and other students may 
find this idea helpful. 


In closing, I would like to add that you should very carefully consider the 
pointers given in the list of instructions when studying and preparing for the exami- 
nations. This information is always given out, and by following the suggestions, you 
will find a systematic method of being prepared. I should like to exhort each of you 
to continue these studies as it is my personal belief that there are unlimited oppor- 
tunities in the accounting field. The present enormous expansion in the primary 
industries of this country will undoubtedly be followed by a mushrooming of secon- 
dary industry. The oft quoted saying is worth repeating here, that the future belongs 
to those who prepare for it, and here is a little poem that you may wish to remember. 
It is called “Luck”. 


The luck that I believe in 

Is that which comes with work; 
But no one ever finds it 

Who’s content to wish and shirk; 
The men the world calls lucky 
Will tell you, every one, 

Success comes not with wishing, 
But by hard work bravely done. 








OBITUARY 


We announce with sincere regret the death of E. C. (Ernie) Nott of 
Calgary, Alberta. 


Mr. Nott, who was a Charter Member of the Calgary Chapter, passed 
away on March 21st. He was employed by the Anglo-Canadian Oil Co. 
Ltd. in Calgary. 


The S.1.C.A. of Canada joins with the Calgary Chapter in expressing 
its sympathy to Mr. Nott’s family in their loss. 
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